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Summa 


Spain had a good economic year in 1973 with real GNP growth up 
7.9%. This brought per capita GNP up to $1770 as compared to $350 in 
1959. The peseta was strong and international reserves rose by 
nearly $2 billion. This outstanding performance was somewhat 
tarnished by inflation which rose at the highest rate in 26 
years. Production and employment were at near capacity levels. 


Then came the petroleum crisis and with it serious economic 
problems projected for Spain in 1974. Estimates of a 
GNP growth had to be revised downward to approximately 4%. 
Accompanying this will be an even higher inflationary rate than 
in 1973. Nevertheless, Spain's immense international monetary 
reserves will permit it to weather the economic storm created 
by the petroleum price rises much more readily than most coun- 
tries. The near $7 billion reserves will perhaps drop to about 
$5 billion by the end of the year 1974. In addition to the big 
increase in oil import costs this will be the result of a drop- 
off in the tourist business as well as emigrant remittances 
that will undoubtedly follow on production cutbacks in the rest 
of Europe. The Government of Spain seems to be conscious of 
the problems that would result from too abruptly cooling down 
the inflating economy and has placed top priority on maintain- 
ing the production levels as high as possible. Expansionary 
steps may therefore be anticipated in the drive to keep GNP 
growth up even though at the expense of adding to the inflation- 
ary pressures. 


A late development in January 1974 was the floating of the 
peseta which responded in large part to the gradual revaluation 
of the peseta vis-a-vis its European trading partners. A 3.5% 
depreciation of the peseta with respect to the dollar came 
almost simultaneously. 


Spain imported approximately $1.5 billion in goods from the US 
during 1973 for a 45% increase over the previous year. The 1974 
outlook, however, is for a lesser rate of increase in imports 
from the US. 


One of the most useful tools in promoting US exports to Spain 
has been the Export-Import Bank. Approximately $1 billion in 
outstanding and undisbursed loans have been granted the Bank to 
customers in Spain. 


The Government of Spain has made some changes in its foreign 
investment authorization process and organization; more changes 

are anticipated in the future. The main purpose of these is to 
rationalize as well as update it to accord with current conditions. 


The Spain-EEC preferential trade agreement has still not been 
adjusted or renegotiated to reflect the expanded Community. Its 
effect on US trade with Spain is presently small but could grow 


larger with time. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Reflecting on the performance of the Spanish economy in 
1973 and looking forward, and trying to predict what it 
will be like in 1974, brings to mind that famous 
Dickensian opener: "It was the best of times; it was 
the worst of times." The year 1973 saw GNP rise in real 
terms by 7.9%.* Reserves increased by $1.8 billion. 
Unemployment was a low 1.4%. While inflation increased 
a spectacular 14%, the overall evaluation for the past 
year could only be that it was indeed a period of good 
times for Spain. 


The foregoing data, however, tended to obscure the fact 
that there was a deceleration of growth toward the end 
of the year. Pre-petroleum crisis estimates, therefore, 
lowered the goal for GNP growth in 1974 to 6.5%. Then 
came the news that the costs of imported crude oil would 
rise 300% over their 1973 average and that the oil pro- 
ducers could be restricting supplies. As a result, all 
projections of the economic wellbeing of Spain had to be 
revised downward. Current rough estimates foresee, with 
luck, a growth rate for the Spanish GNP in 1974 of 4%, 
While this is a healthy magnitude in comparison with 
other countries (the major OECD countries are forecast 
to have, on average, 2% growth), it does represent a 
different picture in the Spanish context, which has been 
characterized by recent growth rates of twice that 
amount. In fact, GNP growth has dropped below 5% only 
twice in the last 14 years; in 1967 it was 4.2% and in 
1971, 4.5%. Both these years were considered to be 
periods of economic recession relative to Spanish stand- 
ards. Therefore, by this measure, 1974 cannot be 
anticipated on the basis of present projections to be 
anything but a period of bad economic times for Spain. 
On the other hand, by OECD standards it will not be so 
bad in this generally bad economic year since Spain will 
probably be.once more near the head of the list of the 
23 member nations in GNP growth in 1974. 


As elsewhere, the petroleum price increase is the most 
negative factor affecting the economic picture. Its 
balance of payments impact for Spain will be very sub- 
stantial. Estimates of the costs of crude oil imports 
in 1974 range from $2.5 to $3.5 billion. This is based 
on 42 million metric tons of imports (which was 1973's 
consumption level and therefore represents a cutback 
from the normal 11% annual growth), 83% of which have 
traditionally come from Arab countries. The incremental 
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increase in foreign exchange outflows on the petroleum 
import account is calculated to run between $1.5 to $2.5 
billion. Also, tourism revenue inflows, which have been 
increasing at a 25% annual rate and reached $3.3 billion 
in 1973, cannot help but be affected as petroleum short- 
ages and prices take their toll on the tourist business. 
A lesser number of tourists than the reported 34.5 
million who came in 1973 (up 6.3% from 1972) seems certain. 
A 15% drop in the number of visitors with zero growth on 
the revenue side is a conservative prediction being used 
by some authoritative planners. 


There are about 1,000,000 Spanish workers in France, 
Germany and Switzerland who in 1973 remitted about $1 
billion of their earnings back to Spain. As the expected 
production cutbacks take place in these countries during 
1974 it seems logical to assume that not only will there 
no longer be the net outflow of 60,000 workers that has 
been the average over the past several years, but rather 
there will be a net inflow back to Spain. This develop- 
ment will have the double disadvantage of increasing the 
unemployment rolls and reducing the 20% annual average 
rate of growth in remittances to zero, if not more. 


With the lessening of external demand export growth will 
drop from 1973's healthy 24% to 13 or 14% in 1974. 
Imports which grew 27-29% in 1973 will probably climb to 
at least 33% in 1974. This reflects the big petroleum 
price increase effect and a lessening of the rate of 
growth of non-petroleum imports from 29% in 1973 to only 
7% in 1974 as domestic demand slackens.* As a result, the 
estimated trade deficit (balance of payment terms) of 
$3.4 billion in 1973 could rise to $5.6 billion in 1974. 
Trade balance deficits are a chronic feature of the 
Spanish economic structure, but this would be the largest 
ever. Traditionally this trade deficit has been more 
than compensated for by tourism and workers' remittances, 
which have led to reserve accumulations of $6.8 billion 
by the end of 1973, an increase of 36% over 1972 and more 
than double the level of two years earlier. However, 
these reserves will probably be drawn down as a result of 
all the foregoing factors to under $5 billion over the 
course of 1974, While a reserve drawdown of this size - 
around $2 billion - would normally be cause for grave 
worry, it is less so for Spain due to the enormity of its 
reserves - the fifth or sixth largest in the world. 
Consequently, Spain is much better situated in this 
respect than many other countries to withstand the 
petroleum price-rise shocks in the short term. 


Inflation soared 14.2% in 1973, the highest since 1947. 
In 1974, as a result of the petroleum price increase and 
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other factors, it should go even higher, perhaps to 17%. 
Here, too, Spain will be high on the OECD list; toward 
the end of 1973 it ranked seventh out of the 23 member 
nations in this regard. 


A major ingredient in the inflationary spiral has been 
and will continue to be, in addition to petroleum, the 
rapid runup in wages. For the 12-month period ending in 
September wages had increased on the average 19%. Toward 
the end of the year many collective contracts were being 
signed between management and labor providing for 
increases in excess of 20%. Among the factors pressing 
upwards on wages has been the virtually full-employment 
level of the work force. By one measure the unemployment 
rate was 1.4%; by another measure the total number of 
unemployed was 159,000, which is the lowest since mid-1970 
when the overall work force was considerably smaller. So 
short has labor become in certain areas that immigrant 
workers are being employed. For example, it is estimated 
that in the Barcelona area there are some 40,000 North 
African workers. 


The Government has been most concerned about inflation 
and has, over the course of the past months, issued 
various decrees aimed at controlling the price rises. 

The effectiveness of these may be judged from the fact 
that the consumer price index continues to rise at a 
rapid rate. The most recent anti-inflation measures were 
decreed in early December so that the effect of these has 
yet to be determined. Included in this last governmental 
effort were a list of several key commodities upon which 
price controls were levied, as well as a limit on cor- 
porate dividends. The key element in the package of anti- 
inflation measures was a freeze on real wage increases 
through 1974. In other words, salary increases would be 
limited to the increase in the cost of living; exceptions 
to this rule would permit a 5% real wage increase if the 
entire cost were absorbed by the company and that it 
would not have an effect on prices. 


Another element in the inflation has been the rather 
rapid growth in money supply, up 25% in November over the 
same month last year, and bank credit which has been grow- 
ing at an approximate 33% annual rate. While these 
statistics are a reflection of a rapidly expanding 
economy, they also represent an inflationary force. 
Recognizing this, the Government took steps in the second 
half of 1973 to attempt to absorb liquidity by raising 
reserve requirements for the banks and issuing treasury 
notes. As a result, by November 1973 commercial bank 
liquidity had dropped to one of its lowest levels ever. 





The stock market had by then taken a big 20% tumble, 
partly in response to the petroleum crisis, but also 
responding to the tight credit situation. Sensing that 
liquidity had to be increased, the Government, in 
December, relaxed somewhat reserve requirements and 
liberalized the formula for computing reserves. 


Industrial production continues to grow at a healthy 16% 
annual rate. However, a Ministry of Industry survey 
indicates that businessmen foresee a lower rate of 
increase in production in the future. At the same time, 
the order backlog has also dropped from the high level 
it reached in October. Inventories also dropped to an 
all time low. The gist of the Ministry of Industry 
report for December was that there would be a sharp drop 
in demand in the consumer goods sector. Nevertheless, 
there was a continuing high rate of investment in plant 
and equipment which was increasing at the same rate in 
November (22%) as in the peak year of 1972 in relation 
to the low year of 1971. 


Despite the concern of the Government with the problem 
of inflation, there is an even greater concern to main- 
tain production at as high a level of growth as possible. 
There is no desire, according to various Government 
spokesmen, to move too abruptly in an effort to cool 
what has been a rather overheated economy operating at 
near full capacity. The first signs of a slowing down 
which appeared in December in conjunction with the very 
pesimistic forecast for 1974 will undoubtedly bring 
forth expansionary measures by the Government of Spain 
early in the year. Therefore, liquidity will probably 
not be cut back so sharply as was the case in the latter 
part of the past year and one should look forward to 
easier credit, increased export incentives and expanded 
public sector spending. While some of this would seem 
to run counter to the war on inflation, it nevertheless 
would be in line with the Government's philosophy that 
growth is more important than inflation control. 


Just as this report is being written another major 
economic development took place in the floating of the 
peseta on January 22. For a period of six months the 
peseta had remained virtually pegged to the dollar at 
around 57 to 1. Over this same period of time the major 
European trading partners of Spain had gradually been 
devaluing with respect to the dollar. As a result, the 
peseta was effectively revalued on a trade-weighted 

basis in relation to these countries by 19%. As a result, 
Spain's exports to these countries became that much more 
expensive and therefore less competitive. Coincidentally 





the large runup in foreign exchange reserves that had 
taken place uninterruptedly over a two-and-a-half-year 
long period seemed to be sont aeae off with the prospect 
of dropping in the course of 1974. The modification of 
the exchange rate should work to counter somewhat both 
tendencies. At the end of January the rate stood at 
about 59 to 1, a 3.5% depreciation with respect to the 
dollar over the rate of one week previously. 


IMPLICATIONS FOR THE UNITED STATES 


Spanish Teports from the US Jump 45% in 1973; 1974 
Increases to be Muc maller 


Spain imported approximately $1.5 billion in goods from 
the United States during 1973. This is a 45% increase 
over the previous year. The US share of the Spanish 
market grew gradually through the course of the year 
peaking out in June at 19%. From that point on it 
declined somewhat to finish the year at a 15.9% share. 
This is approximately the same as last year and repre- 
sents, more or less, the long term historical position of 
the US in the Spanish market. Rather troubling, however, 
is the steady month-by-month trend for the US share to 
decline during the second half. This could be a reflec- 
tion of the wearing off of the effects of the dollar 
devaluations; it could also reflect the cutback in soy- 
bean and soybean meal shipments from the US to the Spanish 
market during the same period of time. 


In an earlier section of this report it was noted that 
Spanish import demand for non-petroleum products is 
projected to increase only 7% over the course of 1974. 
Taking this into account and assuming that the US market 
share will remain constant through the course of the year 
at 15.9% means that US exports to Spain will increase by 
only about $100 million in 1974 to a level of $1.6 billion. 
Of course, there is little the US can do to counter this 
trend since it will be due largely to the exogenous forces 
of the business cycle and the petroleum price crisis. 


EXIM Bank Loan Exposure Near $1 billion 


As of the end of November the Export-Import Bank had loans 
outstanding to customers in Spain amounting to $422 
million. This represents an increase of $103 million 
over the same total one year earlier. Another $544 
million has been authorized but as yet undisbursed. 

Adding the outstanding and undisbursed balances brings 

the total exposure up to $965 million. This makes Spain 





one of the largest Export-Import Bank customers in the 
world. In the course of 1973 ExIm financing has assisted 
in the sale of $223 million worth of nuclear power plant 
equipment and $184 million of commercial jet aircraft. 
The Bank also was supporting the sale of $55 million 
worth of equipment to the Sagunto Steel Mill plant with a 
$25 million loan. All the business, however, was not 
only in the multimillion dollar class since the recently 
inaugurated Cooperative Financing Facility also began 
functioning in Spain with the granting of several smaller 
loans for which this program was developed. Nearly ten 
local banks signed up for lines of credit under the CFF 
program during the course of 1973. 


Foreign Investment Developments 


There have been a few changes in regulations and govern- 
ment organization concerning foreign investment. Normally 
direct foreign investment which exceeds 50% of the equity 
of the enterprise requires administrative authorization 
from the Government. In order to encourage investment in 
certain sectors, this requirement was waived by virtue of 
a 1963 decree. Among the sectors that were affected: 
steel and non-ferrous materials, cement, textiles, food 
processing, graphic arts, chemicals, construction and the 
hotel industry. In October 1973 the Council of Ministers 
removed this special exemption so that these sectors will 
now have to undergo the same authorization process as all 
other foreign direct investment. 


Another change has been of an organizational nature in 
that the Spanish Government office processing authoriza- 
tions has been transferred from the Presidency to the 
Ministry of Commerce where the new General Directorate of 
International Transactions has been established for this 
purpose. As part of this reorganization the Instituto 
Espafiol de Moneda Extranjera (IEME) which handled the 
authorizations relating to certain of the financial and 
monetary transfer aspects involved in foreign investment 
has been dissolved. Part of its functions have been 
transferred to the newly-created Directorate General for 
International Transactions in the Ministry of Commerce 
and the balance to the Bank of Spain's Foreign Department. 


There has been much talk of new investment regulations 
being issued by the Spanish Government, but none have so 
far appeared. The word is that there will be an attempt 
to unify all the pertinent decrees and regulations govern- 
ing foreign investment into one code for simplicity and 
ease of administration. There have been no indications 
that there will be a major change in the philosophy of 





the Spanish Government's approach to foreign investment. 
However, there will probably be an updating of the 
Government control mechanism so as to bring it in line 
with the current economic situation. Spain is no longer 
an underdeveloped, capital short country. An increased 
degree of discrimination in the issuance of authoriza- 
tions should therefore be anticipated. Sectors which 
are relatively saturated by foreign investment may find 
greater difficulty than those where there has been 
relatively little foreign penetration. However, where 
the foreign firm investing in Sprain brings with it tech- 
nology, adds to the capital formation rather than simply 
substituting foreign Spanish investment in an existing 
firm (as in a heteenieerh or initiates a manufacturing 
operation that is of an import-substitution nature, or 
is oriented toward exports, it will most likely not only 
find no impediment, but rather will be encouraged. 
Furthermore, it is obvious that certain sectors of the 
economy and geographic regions are capital deficient. 
Therefore, it would only be rational and natural that 
the Government would also encourage foreign investors 
along the lines of these national necessities. 


Data drawn from the balance of payments indicate that 

net inflows of direct foreign investment in Spain over 
the period 1959 through 1972 totalled 101 billion pesetas. 
This is roughly equivalent (using a 70 to 1 exchange rate) 
to $1.4 billion. Over this same period of time the 
authorizations for US investors amounted to 32% of the 
total authorized (all foreign investment does not require 
authorization). Applying this percent to the total net 
actual inflows would indicate that the US accounted for 
$450 million. On the other hand, authorizations for US 
investors in the majority equity category totalled 23 
billion pesetas, or approximately $325 million, over the 
same period. 


In the first nine months of 1973 US investors had $245 
million authorized by the Government. The bulk of this 
was accounted for by the Ford Motor Company which has 
begun construction of its large plant near Valencia. 


Spain-EEC Preferential Trade Agreement and the US 


A very key element in Spain's international economic 
policy, its preferential trade agreement with the Euro- 
pean Economic Community, is still in a state of suspended 
animation. The existing agreement which was signed in 
1970 with the original six members of the EEC became out- 
dated when the Community expanded its membership to nine 
one year ago. Despite the hope that over the course of 





1973 a new agreement, or at least an adjustment to the 
existing 1970 accord could be negotiated, such was not 

the case. In the current curious legal circumstances the 
new three members are aligning their tariff structure 

with the EEC's "common external tariff" but are largely 
leaving things "stand still" in relation to the trade with 
Spain. While this benefits Spain's agricultural exports 
to these nations, it is not a satisfactory long-range 
solution. The revised goal is to complete negotiations on 
the new preferential agreement by June 1974. 


Clear from the negotiations so far is that protectionist 
influences within the Community are reluctant to provide 
Spain what it seeks in terms of agricultural concessions. 
Agreement on industrial goods was, however, much closer 
with a virtually full-coverage zero-level tariff on these 
to be reached in stages by 1984 according to Spain's most 
recent negotiating position (which was conditional to the 
EEC ceding more on the agricultural products side). A 
more nearly "GATTable" agreement seems to be the likely 
product of this effort. By the terms of the current 
Agreement Spain provides preferential tariff treatment to 
its imports from the Community. In 1972 this Agreement 
provided for a 10% lowering of Spain's tariffs on a 
specified list of goods that enter from the EEC Six, an 
advantage not enjoyed by US exporters to the Spanish 
market. Some estimates set the loss of sales by the US 
exporters as a result of this at up to $20 million for 
the year. This amounted to about 2% of the US exports to 
Spain that year (which were up overall by 35% in dollar 
terms compared to the previous year). In subsequent years, 
by the terms of the existing Agreement, the tariff cuts 
and competitive advantage become gradually greater until 
a 60% cut is reached. As indicated above, the probable 
new Agreement would eventually provide for a 100% cut on 
an even wider list of goods. The effect on US exports 
would therefore seem to be growing ever more discrimina- 
tory and damaging with the passage of time. 


The other side of the story is that a basic aspect of US 
policy toward Spain is to encourage its integration with 
Europe, and, given the circumstances peculiar to the case, 
the Spain-EEC preferential trade agreement is an unavoid- 
able step in that direction. Due to geography and exist- 
ing trade patterns it is only natural and rational that 
Spain's development lead it to ever closer links with the 
rest of Europe. Leaving aside the important political/ 
security considerations, there are also some possible 
eventual economic benefits for the US in this. Spain's 
economic development will be speeded up by the integra- 
tion process and as a result it will become a more 





prosperous market for US exporters to sell to than other- 
wise would be the case. What is lost on the one hand may 
be made up, in the long run, on the other. 
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